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Jim Llewellyn, Esquire
BellSouth Corporation
Campanile Building
1155 Peachtree Street N.E.
Atlanta, Georgia 30309

Via FAX

Dear Mr. Llewellyn:

October 6, 1997

------ .Al'ir----- .,-_."(
--~..-_.. ,---""-_ ~-..... ~ - '-~

~" --
Promenade I
1200 Peachtree St., N.E.
Atlanta, GA 30309
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In reference to Mike Tanner's phone call this afternoon, AT&T would like to view
all documents that BeliSouth contends are available for public inspection that are
discussed in the Cochran affidavit. In particular, AT&T would like to see all documents
discussed in paragraph 23 ofthe Cochran affidavit: "all transactions between BST and
BSLD ... have been'reduced to writing and made available for public inspection." See
also Cochran affidavit ~ 19. Although AT&T believes that the documents discussed in
paragraph 25, "all transactions involving joint marketing of services provided by BST to
BSLD, or vice versa," are a subset of the documents referenced in paragraph 23, to the
extent that BellSouth is referring to additional documents, AT&T also wishes to view
these documents.

Please contact me ifwe will be unable to view these documents at 10 A.M. on
October 7 at BellSouth Center, 675 West Peachtree Street, NE, Atlanta, Georgia, or if
you have any additional questions.

Sincerely,

?M-rl~~~~
Patricia McFarland
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REGIONAL AUDIT OF
BELLSOUTH AND

CERTAIN AFFILIATED COMPANIES

December 17, 1993

NATIONAL ASSOCIATION OF
REGULATORY UTILITY COMMISSIONERS

1102 Interstate Commerce Commission Building
Constitution Avenue and Twelfth Street, NW

Post Office Box 684
Washington, DC 20044·0684

Telephone No. (202) 898-2200
Facsimile No. (202) 898·2213

Price: $30.00
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~here is a significan~ difference becween discovery and auditing. The brief
poin~s ou~ ~nat ~e PSC in~ernal procedures clearly distinguishes auditing from
discovery and excludes auditors from the discovery process.

On July 19, 1993, Commissioner Clark held a -s~aeus- mee~ing in Docke~ No.
920160-'IL. At chis meeting all pas~ due and incomplete responses ~o suff audi~

requesa were addressed. New due dates were es~ablished. In response to a CODlll~y

motion for more ~ime to respond ~o audi~ reques~s, Commissioner Clark ruled tha~

a fifeeen day eurnaround cae is appropriate recognizing the complexity of chis
audit. '!he Commissioner made it clear 1:ha~ e.~is was an audi~ no~ subject to
discovery rules and the fifteen days was unique to this audit.

On August: 27, 1993, Commissioner Clark held a second -stacus R meeting. At this
meeting the Company represented that its affiliate, BellSouth Encerprises, co
whom the Audit team directed many requestJ:, wO)uld comply to some of the audit
requests bu~ no~ under the ~imeframes eseablished by Commissioner Clark. As a
result. Commissioner Clark sent a letter to John Clendenin, CEO of !ellSouth
Corporation, reques~inghis assistance in getting BellSouth Enterprises to comply
~o audi~ requests on a timely basis. !he Company responded by stating that
-BellSouth Enterprises is committed to cooperacion wtch the Florida Commission,
within the lav and the auenc of its available resources, to provide timely and
complete responses to requests Cha: your audit team may make.- Emphasis added.
Obviously. the level of cooperation depends on the Company's interpretation of
·within the law:- and its designation of what resources vill be available. .

On October 4, 1993 the norida Supreme CoUrt heard arguments regarding access to
affiliate recorda. As of this writing, a decision is pending.

On November 24, 1993 the Audit team prOVided the Company a draft· of the audit
report and workpapers. !he purpose was to give the Company time to verify the
statements of facts in the report and designate claimed proprietary information
in preparation for the exit conference scheduled. for December 10. 1993. On
December 8. 1993. the Company informed the Audit Team it will not attend ebe exit
conference and plans on responding to the audit by way of rebuttal tes~1mony and
a ·parallel- audit conducted by Deloitte and touche CPA firm.

In summary, the Audit team attempted to evaluate whether cross subsidy exists
beareen BSTI ' s regulated and non regulated operations which is a nac10nal concern
as evidenced by the previously lIentioned HAImC resolution. Because of limited
resources, the seaff through &n&l~ical review ltmited. its audit program to a
relatively small number of affiliates and transactions. !he Company displayed a
consistent patt:ern of obsauc:tionist behavior since Kay of 1992. Since an open
and cooperative euv1roment is essential for .ffect:ive auc1iting, uny of the
audit objective. vere noe fulfilled. The proliferation of diversification
activiei•• by noe only aellSouth but ocher telephone and electric companies has
complicated the regulatory process. It vill require regulation beyond the
utiliey. The extent of that regula~ion needs :0 be defined.

-
-
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Before the
Federal Communications Commission

Washington, D.C. 20554

ORDER TO SHOW CAUSE

NECA colie"s cose data. including revenue. expense and
in.. eslment data. £rom all local exchange carriers ("LEes") on a
monthly basis. These data are then used to develop LEC-specific
re ...·enue requirements which are designed to recover those LEC­
incurred costs that are allocated to the interstate jurisdiction
onder our jurisdictional separations rules. ~7 CF.R. Part 36.
The revenue requirement development process is called "pool·
ing." because, initially. all LEC-submined COSt data are com·
bined ('"pooled") based on whether they 3rc non-traffic sensitive
(e.g .• CLI or traffic sensilive (UTS") in nature. Accordingly.
NECA administers two revenue pools. Non-traffic sensitive. CL
costs are pooled to develop CL revenue requirements. and TS
~{)5IS are pooled to dc\'elop TS revenue requirements. The re'l,'­
enue$ required to recover CL COSIS are collected through (I)

carrier common line charges billed to !he inlerexchange Cilr­
,ie,,: (2) subscriber line charge5 billed to end U5ers and other
customers: and (3) surcharges assessed against 5pecial access
,u"omers. These charge5 are set forth in tariff, NECA prepares
for pool members. primarily the smaller, independent LECs,
Other LECs _. including the Sell Operating Companies
("80(s") .. currently do not participate in the cost reco'll'ery
pool'S and. instead, prepare their own access (ariffs. (\5 expL1ined
Infra. however, the pools are calcul;lted based on revenue data
provided by all LECs, and revenue data reported to NEeA hy

I. At the direction of this Commission, the National
Exchange Carriers' Association. Inc. ("NECA") hired Ernst
and Young to conduct an independent audit of carrier­
reported adjustments to the Common Line ("CL"J revenue
pool for 1988 and the first quarter of 1989. I Our subse­
quent review of that Commission-mandated audit revealed
apparent violations of our accounting rules and reporting
requirements by BellSouth Telephone Companies
("BeIlSouth") during the audit period. These apparent vio­
lations may have continued beyond the period covered by
the audit. This Order to Show Cause sets forth those appar­
ent violations and directs BellSouth to show cause why this
Commission should not: (I) issue a Notice of Apparent
Liability for Forfeiture ("NAL") for apparent violation of
Section 220(d) of the Communications Act of 1934. as
amended;2 (2) require BellSouth to adjust its price cap
indexes; and (3) require BellSouth to improve its internal
processes to bring them into compliance with Commission
ru les and orders.

2. Enforcing our accounting rules and reporting require­
ments is essential for the Commission to carry out its
statutory obligations to ensure that rales for telecommuni­
cations services remain just and reasonable. Our ability to

-

-

-
-
-

-
-

In the Matter of

The 8ellSouth Telephone
Operating Companies

Adopted: February 24, 1995;

By the Commission:

AAD 93-\48

Released: March 3, 1995

carry out these obligations is impaired if we cannot rely
upon Ihe information that carriers are required to submit
about the costs of their operations and their allocations of
those costs, or if those allocations are made improperly. As
the telecommunications marketplace continues to diversify,
with carriers providing more and more nonregulated ser·
vices, our enforcement of accounting safeguards will be­
come even more important if we are to continue to protect
ratepayers from being overcharged for interstate services.

I. BACKGROUND
3, Our rules require the LECs, on a monthly basis, to

report to NECA their revenue, expense and investment
data. NECA uses these data to compute each LEe's month­
ly pool shares, 1 Because LECs do not have complete data
available when they first report to NECA, the LECs ini­
tially report estimated data. In the following months, the
LECs are required to reconcile their estimates with actual
results. To ensure the accuracy of the reconciliation pro­
cess and because even the best accounting systems some­
times fail to prevent errors, NECA procedures allow the
LECs twenty-four months to reconcile and correct pre­
viously submitted data. Thus, in each monthly "settlement
cycle." LECs report estimated data for the current month
as well as adjusted data for the preceding twenty-four
monchs.

4. In the December 1988 settlement cycle. certain LECs
reported unusually large adjustments to the CL pool. Com­
mission staff audited the larger of these adjustments and
found that they appeared to have been encouraged by
NECA Board members representing the BOCs and further
found them apparently inconsistent with the Commission's
rules. As a result, the Commission issued NOlices Of Appar.
elll LiabLliIY for Forfeiture and Orders CO Show Cause against
the 80Cs that filed these adjustments,' The Commission
also issued a letter of reprimand to the NECA Board of
Directors and required. inter alia, that NECA hire an in­
dependent auditor to perform a comprehensive audit of
significant adjustments the BOCs reported to the CL pool
for 1988 and 1989.s

the large carrier' will. 'herefore. affect the charges of pool
members. Moreover. during the time period covered by the
audit. our rules required all LECs eo participate in the CL pool.
2 47 U,S,C §220(d). The SellSouth operating companie5 are
the South Central Sell Telephone Co. (SCB) and the Sou thern
Bell Telephone and Telegraph Co. tSST),
1 ~7 CFR. §69.6OS.
, See. e,g" Sou,hwestern Sell Telephone Co.. .\'olice of Appar­
ent Liability for Forfeilure and Order 10 Show Cau.se. 5 FCC Red
7179 (I'N<I). The Commission subsequently entered into Con­
sent Decrees with the carriers thus resolving these initial ac­
tions without determinations of liability. See. e.g.. Southwestern
Sell Telephone Co.. Consent Decree Order. 7 FCC Rcd 7692
\ 11/Q2).

Leller from Donna R. Se~rcy. Secretary. FCC 10 Lawrence
C Ware. Chairman of the Board of Directors. NECA. 5 FCC
Red 7183 (1'l9(J1, The letter identified "Significant adjustments"
;lS individual adju5tments of S100.000 or more tha' 'he SOC,
had reported 10 the CL pool for 19H8 and 19RQ mher than the
adjuSlmentS Ihat had been addressed in the Commi..ion audIt.
The independent audit covered Ihe fifteen data months from
January I. 19118 through M~rch 31. 1989. ~fter which time
participation in Ihe CL pool became volunrary and all SOCs
left lhat pool. The letter. hO'W"f'ver. Jlso required fhal the in-
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S. NECA hired the public accounting nrm of Ernst &
Young 10 conduct the independent audit. Ernst & Young
issued its report which NECA submitled to the Commis­
sion.· ThaI report included numerous audit findings again~t

the BOCs. including BellSouth: the conduct noted by
Ernst & Young has a substantial impact on the CL pool as
well as on the carriers' interstate telecommunications ser­
yices customers. This is because NECA distrihutes access
tariff reyenue based on reported data. Moreoyer. since the
reported adjustments to the CL pool involve misstatements
or miscalculations of interstate costs and revenues histori­
cally used to develop the reporting carrier's access charges,
and, after 1988, its price cap indexes. the reporting carrier's
interstate access customers. as well as end users. are af­
fected. Although the independent auditor's report ad­
dressed Ihe effects of the BOCs' conduct only on the CL
pool, Commission auditors are examining the effect on all
interstate telecommunications services. Those of the in­
dependent auditor's findings that were directed against
BellSouth and that warrant Commission action are the
subject of our action here. These findings are summarized
below. Allachment A provides the specific details of each
finding, the Commission Rules that ....ere apparently vio­
lated. and the companies' responses to those findings. At­
tachment B presents. in tabular form, a summary of the
apparent violations and their revenue impacts as revealed
by the record to date.

II. THE FINDINGS
6. Section 220(a) of the Communications Act grants to

the Commission specific authority to "prescribe the forms
of any and all accounts. records. and memoranda to be
kept by carriers subject [to the Actl ...... • In turn. Section
220(d) authorizes the Commi~sion to impose forfeitures on
carriers who do not keep such accounts, records. and
memoranda in Ihe manner prescribed by the Commission.
The findings in Attachment A appear to reveal conduct by
the BeliSouth carriers that violates Section 220 for the
period that is the subject of the aUdit. namely. the period
beginning lanuary 1. 1988. and ending March 31,1989.'

dependent audit "include adjustments reported after Ithe SOCsl
left the pool on April I. lOBO" since carriers were allo"'ed 10

submit adjustments for up to twenty-four months follo"ing a
particular data month. {d. As a result. the independent auditor
examined reponed CL pool adjuSlmen15 through M.rch lOOt.
• The Ernst & Young audit report is hereafter referred to as
the "Adjustments Repon" On Februarv 11. 1003. the Commis­
sion concluded that this audit had complied with Commission
directives and had been performed "with a high degree e,f 'kill
and care:' and that the independent audilor had "exercised
sound professional judgment renecting purposes of ,he laudi'l
and (he information gathered during lits! course." See Leiter
from Donn. R. Searcy. Secretary. fCC. to Robert A. MeAr:un.
Chairman of the Board of Diroctors. NECA. 8 fCC Red 1315
(1993).
. 47 U S.c. §220(.1.
" The appuent violations roughly fall into two c.11cgories for
purpose ... of potential remedies. First. certain apparent violations
found 10 fall outside the applicable limitations period for :1ssess·
ing forfeitures may. nevertheless. necessitale corrective JClion
by the Commission. For example. the Commission may require
adjustments 10 carrier price cap indexes to eliminate distortions
caused by unlawful conduct. Second. other apPOlrenl ... io\a1.ioo"i.
if fllund to be continuing or 10 ha\e continued into lhe pt!"iod
covered by the lil11ilations period. could 'uppOrt Sot,.:e'i l)f

7. lhe independent auditors findings that we address
here invoh·e Ihe ml><talemenl Or miscalculation of some
$6.2 million of interstale cosls and revenues for the period
from January 1988 Ihrough March 1989' In the aggregate.
these misslatemenls or mi<calculations apparently henefiled
BellSoulh 10 the delriment of lhe users of BellSouth's
interstate 5ervices r-t"~ These mi"slatement., Or
miscalculations shifted C()~tS hc(v.een or among access cle~

ments. Ihus apparemly un,lerstatlOg Or uverstaling
BellSout h's inlerSlate revc nue requ He ments for panicular
lien'jces. The seriou~ncss of the ml~\{atemcnts is t.:om~

pounded here not only hecause of the net impaci and the
exlent of understatements and oversla,ements. but .Iso be­
cause of the scope and number of the errors or apparent
violations and the fact thai some of them may have contin­
ued to lhe date of thl> Order to Show Cause. The findings
reveal Ihe BellSoulh carriers' apparenl failure to maintain
Iheir accounls. records. and memoranda in Ihe manner
prescribed by lhe Commission. To lhe extent that this
conduct has conlinued. it must seriously undermine lhe
Commission's confidence that BellSouth's accounlS accu­
ralely renee' Commtsslon-mandaled accounling practices
and reveal the Irue .nd la ... ful CO", of BellSoulh's inter­
state services ~loreover. and a\ explained more fully be­
low, Ihe app.rent rule vtOlalions .nd misstatements may
very well have led BellSoulh to compule price cap indexes
Ihat likely would require correction

8. In the follOVolng paragraphs Voe describe the account­
ing irregularities that have led us 10 issue this Order to
Show Cause

A. Apparent Cash Working Capital Violations

9. The independent auditor found that BellSouth's cal­
culation of cash wOrktn~ capital allowances apparently vio­
lated Commission rules. 0 These aJloVo·ances are supposed to
reneci the average amount of in'·eslor·supplied capilal
needed to fund carriers' da)·lo·day operaiions'l Each cash
working capital allow.nce is added 10 a carrier's ratebase.
thereby increasing 'he e.rnings the carrier is allowed. The
BeJlSouth carriers calculate Iheir cash working capital
.Ilowances based on lead·lag <ludies." In computing cash

App.uent Llab:JII: IL1r rnrfelture under Section I.Kfl uf {he
Commi'SsloflS Rule .... !- ( T R ~ i.xo. as \lq~11 J,S 'lUpport olher
remedies. such as pri...:t (ap adju';lrnen{'j.
'01 These flgures Jrt '-1sed on estimJtcs BcllSou:h provided 10

the independent audilOr Sec Lcuer from Bruce 8ald""'in, Presi­
denl. ;o..:.llional E'(chan~e CJrrier .'\'i"l'lXialion. Inc .. to Mr. Gerald
P. Vaughan. Deput) Chief. OperJllon'i, rurnmon Carrier Bu­
reau. at Bl'!ISot..llh ,-\IIJ..::hmcn; (lk!. l~ ;lll.l21 Allhough 'hose
e'itlmJtt"l enco~r!ra'io; '"::ll,;1 Ilf lhl' l:1dcp.;':ldcni Judltor's flndint;.'i.
£3ellSouth d:d nlJt p:'"lJ\idc Inlf~';tJle ImpJ;:t t'ill.maleS vf the
ImpaCi of ccrt::.in flndt:1gs no Inler.;;tJle rates and revenue reo
quirements
10 Auac:hmoll.4. Jt 1
II Sa AllacJlHIf'tl A. Jr .' n 1":
II \a AUQchl'11('tfl-t oJl I·~ I fad·lag .. tu~te"l mcJ.sure cash
inno\l,·~ Jnd oudl(),,-"l ::"': relatitln to the time 'cr\ice I'" rendered
Re\enu~ and eX;)en~f llem~ th,lI are recei .... ed or pJid hefore a
~ervice is rer.dered He con.,idered "lead" Ilem,. and reverue
and ~xpense Item~ In.il Jre re..::ei\'ed or paid Jfter "lerVICe is
rendered Jre ':l""ln\ide~ed "lag" 11I;~ms. ~ad·Ja~ 'ludie'l determIne
the number of ~3Y\ !:'<:\locen ~eceipl or rC ..... cnl,.;e' and p:lymenl of
expen'ics
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working capital allowances. carriers are allowed to add
minimum bank balances required by banks to the results
obtained from these lead-lag studies. The independent audi­
tor found that BellSouth improperly used average daily
ledger balances. rather than minimum bank balances.
which resul!ed in an overstatement of its total interstate
revenue requirement of $4.8 million. Il

B. Apparent Jurisdictional Separations Violations

10. Responsibility for regulating telephone services is
shared between this Commission. which regulates interstate
service, and state commissions. which regulate intrastate
service. Carriers must use a process called jurisdictional
separations to apportion their costs and revenues between
the state and interstate jurisdictions. The se~arations proce­
dures are set forth in Part 36 of our rules. • The indepen­
dent auditor found that BellSouth apparently violated our
rules in separating its investment in information origina­
tion/termination equipment and cable and wire facilities.
According 10 Ihe record.'s these violations may have con­
tinued beyond the audit period.

C. Other Apparent Errors

II. The independent audilor also found a number of
other apparent rule violations. including BellSoutlt·s fail­
ure to provide adequate documentation to support nu­
merous revenue and cost adjustmenrs.'6 and its improper
inclusion of presubscription revenues" for the
predesignation of interexchange carriers l8 in Account 5081,
Enduser revenue.'· The independent auditor also noted
that a BellSouth operating company incorrectly reported
an accrual adjustment to NECA resulting in an
overstatement of CL revenues which would apparently vio­
late Section 69.605 of our rUles.'o As such errors and other
violations accumulate, the data carriers repon to NECA
under Section 69.605 of our rules" and to us under Parts
43 and 65 of our rules" become increasingly unreliable.
Although these errors may have no current impact on
BellSouth's interstate rates. their number and scope per­
suade us to order BellSouth to show cause why its internal
accounting and accounting-related processes should not
generally be brought into compliance with Commission
rules and orders.

13 Aaaehmelll A, at 1.
l.t .41 C.F .R. Part 36.
'5 ..lllaehmen, A, al ~·5.
16 (d .. at 8-9.
" Presubscription revenues refer to the charges that LECs
assess when an ena user aeciaes to change his or her primary
interexchange l:arrier.
'8 Vnder our rules, an end user has the right '0 select one
intcrexchange carrier as his or her primary carrier. Set Jnvtj­
llgallon of AcctH and Divestiture Related Tariffs, 10\ FCC 2d
91 \ (1985) (describing Ihe presubscription process LECs must
follo""l.I. Allaehment A. a1 9·1\). Section 32.508t of our rules. 47
C.F.R. ~ 32.5081. states that 'he end user revenue accounl
(AceouOl 5081) shall contain the federally tariffed monthly nat
rale charge end usus mUSI pay. The independent audilOr found

1II. DISCUSSION AND CONCLl:SION

A. NALs
12. We find that the BellSouth carriers' conduct appears

to be incon~istent with their statutory obligation to main­
tain their accounts, records, and memoranda as prescribed
by the Commission. Carriers must accumulate. process,
and report their financial and operating data in accordance
with very specific Commission requirements because we
rely on those data to help us ensure that interstate tele­
phone rates are just and reasonable. Moreover, we cannot
evaluate how well our accounting rules work if carriers
disregard or misinterpret these rules. Therefore, where, as
appears to be the case with BellSouth, carriers either inten­
tionally violate our rules or fail to maintain the internal
systems necessary to ensure compliance with those rules,
we believe forfeitures may be appropriate under Section
220 of the Act"

13. Section 220(d) of the Act authorizes us to impose
forfeitures of up to $6000 per carrier per day for account­
ing-related violations." Obviously. any violations that con­
tinued throughout the audit period and to the present
could Irigger substantial sums for the two BellSouth com­
panies based on appropriate application of the statute of
limitations. In order to make a determination about the
amount of any forfeitures that may lie. we direct BellSouth
to state when the conduct described in paragraphs 8
through 10 and detailed in Attachment A ceased. if ever,
and otherwise show cause why notices of apparent liability
pursuant to section 1.80 of the Commission's rules should
not issue.2s BellSouth's response should include a discus­
sion of the aR~ropriate application of the prescribed limita­
tions period.' BellSouth's response also should identify
any mitigating circumstances .....e should consider in deter­
mining forfeiture amounts.'~

B. Adjustments to Price Cap Indexes

14. As indicated above. BellSouth did not provide es­
timates of the impact on interstate services rates and
revenue requirements of certain conduct described in the
independent auditor's findings.:8 So that we may assess the
full impact of BellSouth's conduct. we order the BellSouth
carriers to estimate the interstate impact of each of the~

findings. and to file those estimates with the Commission
This filing shall include estimates of the effect of each 0

the additional flnuings on BellSouth's CL. TS. special ac
cess, billing and collection, and interexchange costs anc

Ihat BeliSoulh improperly included presubocriplion revenues.
from Lts cU~lomer5' predesignation of their primary
interexchange carriers. in Account 50R I.
'0 [d. al 'l.
/I ~7 C.F .R. ~69.605.
" 47 C.F.R. PorlS ~3. 65.
H Section 110(d) provides for forfeitures if a carrier fails 10

keep its Jccounls. records and memoranda in the manner pre w

scribed by Ihe Commission. ~7 V.S.c. ~120(d).

,. ~7 U.S.c. '220(d). Prior to December 19. 1989. the forfeilure
amount ""as fixed at S5UO per violation per day.
25 ~7 C.F.R. ~ 1.I!().
" Although BellSoulh's violalions began January I. 19M, we
""ould assess forfeitures only for the period allo""ed for by
limitations period. See 47 C.F.R. t UlD(c)(2).
~- 5.. 47 U.S.c. ~5N(b).

'8 See 'upra note 9. These findings are discussed in paragraphs
19 Ihrough 2\ of Attachmenl A.
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revenues for the period January I. 1'11111 to the puhlic
release dale of this Order to Show Cause. We also uirect
BellSouth 10 provide estimates of the impact on the operat­
ing companies' interslate revenue requirements attrihutable
to all conduct discussed in this order anu in Anachment A
that continued beyond the period of the audit. and to file
these estimates with its response.

15. Since January I, 1991. the Commission has regulated
BellSouth's inte~tate access charges using the LEC price
caprules." Under these rules, BellSouth's initial price cap
indexes were established based upon its projected interstate
access revenue requirements for the period luly I. 19'10 to
lune 30. 1991. BellSouth's calculation of those revenue
requirements may have reflected the practices detailed in
Allachment A. Because, under price cap regulation, each
succeeding price cap index for a basket of services is a
function of an initial price cap index for that hasket,
BellSouth's price cap indexes for its interstate services
(and, by definition, its interstate rates) would have contin­
ued to reflect the impact of any improper practices. JO Ab­
sent Commission action, BellSouth's future indexes would
reflect any overstatement as well. Therefore, we order
BellSouth to show cause why we should not require it to
reduce its current price cap indexes to remove any
overstatement. JI

C, Corrective Action
16. Finally, we tentatively conclude that we should direct

the BellSouth carriers to improve their internal processes
to bring them into compliance with Commission rules and
orders, and we order those carriers to show cause why such
action should not be required. We will take any additional
actions we believe appropriate. including issuing a further
Order to Show Cause, based on BellSouth's response.

IV, ORDERING CLAUSES
17, Accordingly, IT IS ORDERED, pursuant to Sections

4(i), 4(j), 220(dl, and 504(b) of the Communications Act of
1934, as amended, 47 U.s.c. §§154(il, 154(j), 220(d). &
503(b), and Section 1.701 of the Commission's rules, 47
C.F.R. fl.70l, that the BellSouth Telephone Operating
Companies SHALL SHOW CAUSE within sixty (60) days
of the release date of this Order to Show Cause why the
Commission should not issue Notices of Apparent Liability
for Forfeiture against these companies for failure to keep
their accounts, records, and memoranda on the books and
in the manner prescribed by the Commission as set out in
this Order to Show Cause. including Attachments A and B
which are hereby incorporated by reference, and therewith
SHALL FILE any and all data and other information reo
quired by this Order to Show Cause. including information
requested in Attachment A.

l~ Stt' Policits and RultI Concerning RallS fur Dominant Car­
riers, CC Dock., No. 87·313. S FCC Red b7!\6 (1'i'IO) (LEe Price
Cap Order), Erralum. S FCC Red 7Nl~ (Com. Car. Bur.I'i'IO).
,"odified on recon .. b FCC Red ~63; (IWI) (LEC Reconsider·
a,ion Ord.". aff'd, .\'4/(onal Rural Telew," A,,'n v. FCC. ~~~

F.2d 174 (D.C. Cir. IlI93).
10 Set ~7 (F.R. HbU~(b). nl.l5(bl-lel
11 To .1chie~'c thili, BeliSoulh ......ould need to reduce 11'!1 price
caplndexc'!l by ~he percentJge ch,mge in ils July 1. 1(,,1(,11) Hl June

18 IT IS FURTHER ORDERED. pursuant to Sec,ions
4(i). ~\J). 201·203. 205. 215. 217·219. and 220 of the Com·
munications Act of 1934. as amended. ~7 U.S.c. HI54(il.
154(j). 201-03, 205. 215. 217-1 9 , &: 220. and Section 1.701
of the Commission's rules. 47 C.F.R §1701. that the
BeliSouth Telephone Operating CompanIes SHALL FILE
",ithin sixty (60) days of the release dale of Ihis Oruer to
Show Cause interstate ..::OSI and revenue imp;)';';1 estimates as
specified in paragraph U.5uproJ.

19. IT IS FURTHER ORDERED, pursuant to Sections
4(i). 40). 201·203. 205. 215. 217-21'1. and 220 of the Com­
munications Act of 1934. as amended. 47 Us.c. HI54(i),
154(j), 201-03.205.215.217-1'1. &: 220. and Section 1.701
of the Commission', rules. 47 C.F R. §1.701. that Ihe
BellSouth Telephone Operating Companies SHALL SHOW
CAUSE within sixty (60) days of the release date of this
Order to Show Cause why they should not he required to
adjust their price cap Indexes as 'pecified in paragraph 14.
suproJ

20. IT IS FURTHER ORDERED. pursuant to Sections
4(i). ~(j). 201-203.205.215.217·219. and 220 of the Com­
munications Act of 1934. as amended. ~7 l:S.c l§ 154(i),
154(j), 201-03. 205.215.21 7.19. and 220. and Section UOl
of the Commission's rules. 47 C.FR §1.701, that the
BellSouth Telephone Operating Companies SHALL SHOW
CAUSE ""ithin sixty (60) days of Ihe release dale of ,his
Order to Sho", Cause why they should not be required to
impro\e their internal processes to bring Ihem into com­
pliance "'lth Commission rules and orders.

21 IT IS FURTHER ORDERED thai the Secretary shall
send by certified mail a copy of thiS Order to Show Cause
to BeliSouth Telecommunications. Inc.. 675 West
Peachtree Street. !'i.E .. Atlanta, Georgia 30375.

FEDERAL COM"1L:NICAnONS CO\1MISSION

William F Caton

Acting Secretary

Attachment A

1. We present below the apparent violations of Ihe
BeliSouth carriers based on the findings in the Ernst &
Young repon that prompt us to issue the accompanying
Order 10 Show CoJuse. For each apparent violalion. we
summarize the independent auditor's finding and any
BellSouth reply. We also presenl our preliminary evalu­
ation of the record. In general, the vllllalions are cate­
gorized according to the ratemaking component affected
This attachment separates the apparent violations inlo Ihe
foIlO""ing categories: cash working capilal. jurisdictional

30. lQQI projected inltrstate aCCtlili rel,'enuc requiremer,l thaT
resulls from the removal or anv overstatemcnt. Thc)c reduc·
lions to the price cap indexes ~:ould need 10 he ~;Jportjo:lcd
among Ihe b.hkel~ based on the relatil,e luI) l. l~Q() 10 June 3U.
lCNl projectec:. lr:tcrState 3.ccess r("l,enuc req'Jiremen'[s in eJ.ch
bil~l(el
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separations. lack of documentation. and otner apparent
errors. In allacnment B. we present tne information in tne
record tnat describes the impact of these apparent viola­
tions on tne BellSoutn carriers' interstate revenue require­
ments for tne fifteen-month audit period.

A. Casb Working Capital
2. We find Ihat BellSoulh's calculation of cash working

capital allowances may have violated Commission require­
ments. Specifically, BellSouth's development of those
allowances apparently violated Sections 65.800 and
65.820(d) and (e) of the Commission's rules, which instruct
carriers on how to calculate the interstate rate base.' As a
result of its cash working capital calculations, BeliSouth
reported incorrect information to NECA in apparent viola­
tion of Section 69.605 of the rules1 and to tne Commission
in apparent violation of Section 65.600 of the rules.J Fi­
nally, to the extent this information has been reported in
the Commission's automated database. Automated Report­
ing Management Information System (ARMIS), BellSouth
also appears to have violated Section 43.21 of the rules,
which requires that data filed in ARMIS be accurate, com­
plete. and resfonsive, and certified as such by a senior
carrier officer.

3. The elements of lead-lag studies to calculate cash
working capital were set forth in Docket No. 19129' and
reaffirmed in Docket No. 86-497.6 Lead-lag studies measure
cash inflows and outflows in relation to the time service is
rendered. Revenue and expense items that are received or
paid before a service is rendered are considered "lead"
items. and revenue and expense items that are received or
paid after service is rendered are considered "lag" items.'
Lead-lag studies determine the number of days between
receipt of revenues and payment of expenses. The net
number of revenue lag days is then multiplied by the
average daily cash expenses to determine cash working
capitaLS A positive net lag results in a positive cash work­
ing capilal allowance, whicn increases the rate base; a
negative one results in a negative allowance. which reduces
the rale base.' [n previous orders and proceedings, we have
set forth the specific criteria for the inclusion and exclu-

I 47 C.F.R. U65.800, 65.R20(d)-(e). These rules require carriers.
like the BeliSouth carriers. 10 calculale Ihe cash working capital
componenl of their interstale rale base eilher by performing a
lead·lag study of inlerstale revenue and expense ilems or by
applying a specified formula. BellSoulh elecled 10 perform lead­
lag studies.
1 ~7 C.F.R. f69.605.
I ~7 C.F.R. ~6S.600. In Ihese rate of relurn reports to the
Commission. Be\lSoulh is required 10 "provide full and specific
answers 10 all questions propounded and information requesl­
ed...... 47 C.F.R. f65.6OO(b), (d)(I).
4 47 C.F.R. f43.21(a).
l American Telephone & Telegraph Co.. Docket No. 19129.
Pha.. II Final DeciJion, 64 FCC 2d I, 72·73, para. 187 (1977)
(191"9 Pha.. II Final Decision). affg Phase II Inilial Decision,
6~ FCC 2d 131 (1976) (/9129 Phase 1/ Inilial Decision).
6 Amendmenl of Part 6S of the Commission's Rules to Pre­
scribe Components of Ihe Rate Base and Net Income of Domi­
nant Carrie", CC Dockel No. 116-497, Report and Order. 3 FCC
Rcd 269 (1487) (86-497 Order), reeon .• 4 FCC Rcd 1097 (1989)
(86·497 Recon.sidtralion Order), remanded ,ub nom. Illinois Bell
Telephone Co. v. FCC. 911 F.2d 776 (D.C. Cir. 19Q() (Illinois
Bell I). on remand, 7 FCC Red 2% (19'11) (84.497 Decision on
Remand). alft'med 'ub nom. Illinois Bell Telephone Co. v. FCC.
9!lil F.2d I2S4 (D.C. Cir. 1'!Q3) (Illinoi, Bell 1/).

sion of various ilems in casn working capital calculations,
bUI the general rule is that tne net lead or lag is applied 10
the average daily cash expenses. The specifics of
BellSoutn's apparent violation are discussed below.

4. Apporerll Violalioll No.1: In calculating casn working
capital allowances, carriers are allowed to add minimum
bank balances to the results obtained from lead-lag studies.
The independent auditor found that BellSouth substituted
average daily cash balances for minimum bank balances in
its cash working ,apital computations.'o This practice re­
sulted in a $4,836,000 overstatement of BellSouth's inter­
state revenue requirements for January 1988 tnrough
Marcn 1989. according to the independent auditor. lJ

5. BellSouth argues that its use of average daily cash
balances Is proper. To support its position, BellSouth cites
American Telephone and Telegraph Company (AT&T) and
Bell Communication Research, Inc. (Bellcore)u company
documents that instruct carriers to use average daily bank
balances when computing casn working capital. BellSouth
contends that these documents make clear that the Com­
mission permits the use of average daily cash balances in
computing ,ash working capital. I3

6. Although BellSouth admits that the 86-497 RecollJider·
arioll Order'J stated that the Commission did not intend to
depart from the established policy of including minimum
bank balances in cash working capital, BellSouth maintains
that the Commission had preViously permitted more than
minimum bank balances to be included in cash working
capital. In this regard, BellSouth points out that in Docket
No. 19129, the Commission required AT&T to submit a
program of cash management to '''minimize cash require­
ments for the daily operation of tne business. "oil BellSouth
maintains that requirement described a program that was
not strictly limited to compensatory or minimum bank
balances. BellSouth also contends that it has consistently
included average daily cash balances as Ihe minimum cash
balance in ils cash working capital determination.

, Related terms include "expense lag" (Ihe average nel lag of
all of a carrier's cash expenses); "revenue lag" (Ihe average net
lag of a carrier's revenue5)~ and "net lag" (the net of a carrier's
expense lag and revenue lag).
8 86.497 Decision on Remand, 7 FCC Red al 297. para. 9.
q Annual 1990 Access Tariff Filings. Memorandum Opinion and
Order. 5 FCC Red 4177. 4219 (1990).
10 AdjuslmenlJ Repo,r at 41.
II Leller from Bruce Baldwin, Presidenl. Nalional Exchange
Carrier Association. Inc., 10 Mr. Gerald P. Vaughan. Depuly
Chier. Operalion,. Common Carrier Bureau, al BeliSoulh AI­
tachment (Oclober 12. 19<12) (OclOber 12 LelIer).
IZ Belkor< is a corporation Ihat was created at the 19S4
divestiture of AT&T to provide research. engine.ring. and tech­
nical support strvices 10 its owners. the Regional Bell Holding
Companies. and Iheir affiliates. the Bell Operating Companies.
Il Adjuslmenu Reporr al 42-43. ciling CompHollers Leller M­
31R. OUlline of Procedures for Preparing Cash Working Capilal
Lag Studies (AT&T Sept. 2, 1977); Seclion DRQO.2S (AT&T
Jan.(983); Seclion SSlO.30 (Bellcore June 19/1-l); & Section 550.
Issue 2 (Bellcore Sept. 191\8).
u 4 FCC Red at 169'1. para. n
15 Adjus,menlS Reporl al 44. quo,ing. Phase 1/ Final Decision,
64 FCC 2d al 76. para. 195 & Phase 1/ fnillal Decision, 64 FCC
2d al 410. para. QOR.
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BellSoulh states that Ihe Commission has .ppmved lhis
practice in every AT&T rale filing sil1l:e IQ7R an,l every
BellSouth rale filing since 1984."

7. We do not find BellSouth"s arguments persuasive be­
cause the Commission has long held that only minimum
bank balances. and not average daily bank balan~es. should
be included in the cash working ~apital ~omputation.

Company documents that interpret Commission policy or
rules do not substitute for Commission policy or rules.
Additionally, the Commission's request in D<.l~ket 191~Q

for information regarding AT&T's cash management prac­
tices cannot reasonably be interpreted to mean that average
daily bank balances were to be included in cash working
capital. That request was iniliated by the Administrative
Law Judge (AU), who made clear that minimum bank
balances. rather Ihan actual cash balances, were 10 be
included in cash working capital." In requiring AT&T to
submit a cash management program. the AU nOled thaI
AT&T had "presented no evidence on the basis of which
the Commission can rely 10 persuade lit! thaI the cash
balances [AT&TI claims in ils rate base are required in the
rendition of service."" Indeed. in affirming the AU's re­
quirement. the Commission specifically excluded "General
Department demand deposilS and petty cash working
funds" from cash working capitaL"

8_ Lastly. BellSouth cites no Commission order or olher
document approving Ihe inclusion of average daily bank
balances in cash working capital. [f we allowed BellSouth's
or AT&T's rates 10 take effect despite such inclusion, it was
only because those carriers' rate filings did not disdose
their specific praclices. BeliSouth's method of ~alcUlaling

its cash working capital allowances apparently violates our
requirements.

B. Jurisdictional Separations

9. Apparellt V,olatloll 'va. 2_ Effective January 1. 19R8.
the Commission adopted Section .16.1 4 2(al of Ihe rules.'o
which requires ~ertain carriers. including Ihe BellSouth
carriers, to apportion all information ()rigina­
lionlterminati()n (lOT) equipment costs." other than lhose
for ~oinless pay telephone equipment and detariffed cus­
tomer premIses equipment. between the federal and ,tate
jurisdictions using the transitional subscriber plant fa~tor."

:~ Ad/us,men" Rcpor/ at H.
The AU emphasized that:

working capital i.s in1end~d to provide only for the cur­
rent da) 'Io-day needs of Ihe hu,iness and not for any of
Ihe capital rt"quiremetll. Seocund. ",,'orking capital is the
.1mOunl of dolla.rs lh.1l Jft nect~sJry to metl curren:
needs. not the J.mount of doll.1ni !hat J. public utilil}

would like to have on hand or might actually ha\.( on
hand

Dock" /91:9 Phase II I,,",al OewlOn. 04 FCC 2d at 111_\. para.
~1.

:: Id. al ~IIQ. para. 907.
Oockft 191c9 Phase II FInal DeCIsion. M FCC 2d at -0.

n.101. The General Deparlment of AT&T pro,ided the flOC,
\l.'ith centr3lized '.itarf services. Dack.~l 191~9 Phase II ('1in,][
O«UIOO. oJ FCC 2d at I~J. para. 3().
'0 ~7 CF R. Bo. P2(a}.
II lOT eq:Jipment con"\ists of electronic devices and suppornnf
equipmtnt used to OrlbtOJ!f' Jnd rerminnte lelec(,lmmunicJli(ln
me'isJge4! Jt :he end USf'rlli' rremi'ie's. 5('(.' .J; C.F.R. Pnrt _\/)
'\ppendll( II ,ncll.1des .,la'ion JpparJlll5 ~uch J~ telephone .:;r,d
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Sectinn bQJ03tb) of the Com :l)l"li111 ... I ule". in lurn. re­
quires LEes to apportion tht.: lm·~ 1':~l\..' pCll"lion ,t)f that
inveSlment between the "ipecial aI..'L("" .Intl CL ('Icments "on
the basis of the relat' ....e nUlnhcl of ('ljl'I\'aknl lines in
usc."n

10. The independent audl(u< f,'urld II,.! fkllSoU/h di­
rectly assigned lOT inveslmen! to 'I'C,-I;,( ,"ce" in ils 1988
annual access lariff filing. BeliSouth ill~lleS !hal Western
Union challenged this direci ~"ignmenl in comments on
that BellSouth filing. thaI BelIS(1I1,h de'cnde<l Ihe direct
assignment in its re<;ponse to \'.',,':~it.·!:1 ll1H.H1 and that the
Commission allowed f1ellSolllh 'pc,;,,; , l," ,aleS to go
inlo effect. The independent audll<:' II,c: _"Cd the fIndings
in the Commission staff audit III Ihe CL p"ul lhat had
prompted the Commission 10 order an independenl audil."
In its ~udit repDrt issued in ~ovemher J\lQ{)." the Commis­
sion staff concluded Ihal dire~l a"'gnmenl of lOT
in\'estment is Inconsistent wilh COmmi'i"lon rule~.~!i AI~

though the independenl auditQr indicalcd that !his direcI
assignment understated AeIISolllh', CL,,-,I tolal rnlerslate
revenue requirements for ~q,lol,,,, My ~i.~\ 111illioll.;- '.I.'e he·
He ....e that it instead ~hifted 10'1 (ll .. j.., ttl I i qSH (nHn Cl to
interstate special access. as "hnv.1I \:"1 ..\ll;-h.:htncnl B.

l1. BellSouth argues Ihal the independent aud'lor\ state­
ments confirm thaI its treatment of lOT costs was com­
pletely appropriate and the only pr"per course II ~ould

have taken BellSoulh stales thai its I'IR8 tariff fding clearly
displayed BeliSoulh's tlireci a,"gnmenl "r lOT LL"IS to
special access, thai Ihe CommHlOn •.<c clcarlv Jware of its
action, and that the Comm~~~ion ;l!,;, \~('d (,'H. ,pecial access
rales as wet{ as ~'ECA's CL rate) t,1 h":uHlle effecci"e wich
the allocatIon of lOT co,,, ,,, ,pcCI"1 ,1(ceSS [JcilSouth
argues Ihat had il changed ,t, alle'colion of rOT cOsts
during Ihis period. changes In hOlh CL and special access
rates ....ould have been required to ,v,"d a revenue-cost
mismatch Bel1South state~ funhcr \Iial the C0mmlssion
staff did not indicate Ihat the d,rect a,,"~nmenl elf lOT
costs \I,.·3s incorrect until it l~"ueJ II) <1Udl~ report of the CL
pool in -;ovemher 1990. some t",o year, 3fter the alloca­
tion in queslion W3"i u"cd 10 e51a~li~h fate ... BcHSoUlh )tates
thaI if the Commission helleve' Ihat Ih" :"ovemher \990
inlerpretatlon " applicable to AeliSoUlh_ :hen the C"mmis-

miscellaneous equipment. teietype", (Iter equ,rmcnl. ~mJll pri.
vate branch e-:changes. and radio equipment (e.,=cluding mobile)
installed for (he end U'iers' use. It also loc/udell embedded
customer premist wiring. largr pril,J.te bro3nch exchanges. public
relephnne cermi:l.11 equipment, and Olher lcrrnlnal equipmetlf.
See~' CF.R 9.'!.tJI{,).
~.; The ..,uttscriber p::lnl faC[(l:- 1.1.'03.11\ former:~ ,...IlCJ :~) ,'liilX"J!e 10

ilHerljlilte operation.., cf'rtJin In\(Slment in j"llant: "!J~rjbtr

lines. stJ/ion equipment. a.nd J portion uf centrJI orrll:e ~wjlch­

in~ u~d for mt~SJge leltph0ne ~er .. j(e, E~.:h cnmp;\ny's sub­
~(lher plJn J fa'::(1( ..... as frozen JI ih Jt.)Hl J\~'rJge le\el Jnd Ihen
phased IJiIO J ndli0n ..... ide b,1~1':- 11Il'I,'J!lon ::i':tt.lr t.l( ~5ot over
t>ighl )ears l:'Ie~innir;g JJnuJr:. t, \IJ.-\(l. ' ~1U'\. the ".M~rlber

plant faclor htcJ:ne kno ..... n :1-::. the "lr:i.n ... ililH'lJ,! "'L1bscriber plant
boor" durIng the phase-in pertod . .17 erR §.;h 15"'l"::Jlf,
:l <; CF.R ~b~ 303(b)
~~ Sit' ?rder W Show CalLSe. ll~rra at para, _1

. Audit R~»\,rt. ReView of ..\dJu'Slrr,enl<j 1'..1 the ,~,-(.\ Com
man Line Pool (Audits Branch Oel. ~t1. I'hJUl.
';!'I AdJLtJlI'H'I1lS Reporl ,J.t JQ

Ocwbu!~ I "f!(,·', 31 Re\l';;',lJ:h :\~TJO~m(::1
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sion must consider reopening the CL pool for ICl81'! to
allow BellSouth to submit additional lOT expenses for
recovery.:'

12. BellSouth, in effect. presents two arguments to justify
its direct assignment of lOT costs. First, Bel/South argues
that the interpretation of the rules set forth in the Commis­
sion staffs November 19C10 audit report is incorrecl. Sec­
ond, BellSouth maintains that even if correct, that
interpretation should not be a~flied to BellSouth because
the 1988 Access Tariff Order had allowed BellSouth's
1988 special access rate to go into effect even though it
reflected a direct assignment of lOT costs to special access.
We address these arguments in turn.

13. BellSouth's argument that the interpretation in the
Commission staff's November 1990 audit report is incor­
rect apparently reflects BellSouth's belief that Part 36, and
in particular Section 36.l(c), of our rules permit the direct
assignment of lOT costs to special access. JO Our Part 36
rules, however, prescribe the procedures telecommunica­
tions companies must use in apportioning their costs and
revenues between the state and interstate jurisdictions. Sec­
tions 36.1 and 36.2 outline the seRaratiQns procedures and
the principles that underlie them. These sections state that
jurisdictional separations are to be made using either direct
assignment or a particular allocatorY These general state­
ments do not grant carriers discretion, but only introduce
the Part 36 rules that explain when and how direct assign­
ment or an allocator is to be used. If the general introduc­
tory statements had been meant as dispositive, there would
have been no n.eed for specific language, in the rules that
follow, to allow or encourage the 'use of direct
assignmenl. 33 Sections 36.I(c) and 36.2(a)(1) do not create a
general invitation to use direct assignment as the filing
carrier chooses.

14. BellSouth also maintains that the Commission impli­
citly accepted direct assignment of lOT costs to special
access in amending Part 69 in 1987 because the Commis­
sion intended Part 69 to conform with Part 36.3' We find
no support for this argument in the language of Part 69.
On the contrary, Section 69.303(b) of the Commission's
rules states unequivocally that LECs are to apportion "all"
lOT investment other than that in public telephones and

" Adjuslments Report .t 39-40.
29 Annu.1 1988 Acce5S T.riff Filings, Memorandum, Opinio1l
and Order, 3 FCC Rcd 1281, 1295 (Com. C.r. Bur. 1(87) (1988
Access Tariff Order).
30 rd. at 39. ciling BellSouth Reply in 1988 Access Tariff
Proceeding.
)t 47 C.F.R. U36.1. 36.2.
)2 47 C.f.R. U36.I(c). 36.2(a)(I),
3) Compare 47 C.F.R. '30.157(a)( I) (cert.in c.ble .nd wire
facilities costs to be .pportioned) willi 47 C.F.R.
'30.157(.)(2)(0Iher c.ble .nd wire f.cilities COStS to be directly
.s.igned).
)' Adjuslments Report at 39, ciling BellSoulh Reply in 1988
Access T.riff Proceeding.
)5 ~7 C.F.R. Ib9.303(b).
)6 See Annu.l 1'188 Access T.riff Filings. Memorandum Opin­
ion and Order. 3 FCC Red 1281, 1295. p.ras. 114 &< 116 (Com.
Car. Bur. 1(87) (.lIo.... inl BellSouth', 1988 speci.1 .ccess tariff
to t.ke effect notwithstanding Western Union's .rgument re­
2arding the over allocation of fOT inve'tment to special .ccess),
" See id. The Bureau did not upl.in why it .Ilo....ed
BeIlSouth', special .ccess tariff to t.ke effect ..... hile suspending
lhe sped.1 access I.riffs of other carriers.
)8 In June la8R, NECA', Sep.rations Advisory Group informed

appurtenances hetween the special access and CL elements
"on the basis of the relalive number of equivalenl lines in
use.")S There is no language in Section 69.303 or in other
portions of Part 69 that states or implies that direct assign­
ment is an alternative to this allocation method.

IS. As the independent auditor observed, BellSouth and
NECA both directly assigned lOT costs to special access in
their 1988 access tariff filings, and the Common Carrier
Bureau (Bureau) allowed BellSouth's special access and
NECA's CL rates to take effectwithout correcting these
improper direct assignments.36 In allowing those rates to
take effect, however, the Bureau made no finding as to
their underlying lawfulness.3' In these circumstances, we
reject BellSouth's apparent position that this Bureau action
absolved BellSouth of ilS responsibility to report its lOT
costs to NECA in accordance with Sections 36.142(a) and
69.303(b). BellSouth should have been aware both from
the 1anJuage of the rule and from communications with
NECA that its direct assignment of lOT was inconsistent
with the Commission's rules. Nevertheless. BellSouth con­
tinued to assign ilS lOT costs directly to special access
during 1988 and attempted no retroacli"e adjustment to
correct that improper direct assignment. Those actions ap­
parently viol.ted Sections 36.142(a) and 69.303(b) of our
rules.

16. Apparent Violalioll No. 3: Section 36.153 of the Com­
mission's rules prescribes the methods for assigning cable
and wire facilities (C&WF) costs 10 four specific separa­
tions categories.)9 The independent auditor found that in
Alabama, Louisiana, and Mississippi, BellSouth used an
incorrect basic study factor40 that decreased the C&WF
COSIS assigned 10 category 2, Gwideband and exchange
trunk C&WF, for private local service. The independent
auditor stated that this incorrect factor shifted costs to
category I, exchange line C&WF excluding wideband, for
which the costs are directly assigned to the CL rate ele­
men!." The independent auditor stated further that this

BellSouth th.t the Commission st.ff h.d concluded that
BellSouth '5 lOT methodology was un.ccept.ble. Response of the
NYNEX Telephone Companies, New England Telephone &<
Telegraph Co. &< New York Telephone Co., Apparent Violations
of the Commission's Rules, Affidavit of Alfred Boschulte at
Attachment A (filed Dec. 10, 1990). While informal .dvice of
Commission st.ff is not deflnitive, .\{a{ka~ F.'" Assoc. v. FCC.
935 F.2d 1313, 1319 (D.C. Cir. 199J), Ihis communication
should h.ve alerted BellSouth th.t the Bureau. by .llowing its
19!18 speci.l .ccess t.riff to take effect, had not intended to
afprove BellSoulh '5 lOT methodology.
) Section 30.152 01 the Commission's rules, 47 C.F.R. f36.152,
liSts these c.tegories.
'0 Basic study factors are ratios such .,. minute miles per
mess.ge or book cOStS per mile of cable that .re applied to
monthly volume counts, quantity counts, investment, expenses.
or other data to assign COSts in the separations process. Some
basic study f.ctors .re used to .ssign costs to separations c.te­
gories: other basic study factors .re used to apportion plant
investment, upenses, and taxes between the st.te and inter.st.:e
jurisdictions, To develop basic study f.ctors, the LECs peflodl­
cally perform studies in which they .nalyze costs .nd olher d.t.
for a speciflc period of time.
" Adjuslmenrs Repnrt at 46-47.
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error overstated BeIISouth', interstate rev~nue require­
ments for January I'IR8 through March I 'IH'l b~

S1.025.000."
17. BellSoulh admits that the basic study factor was

wrong and explains that a "'orksh~et error produced it.· J

w~ find that BellSouth's use of this incorr~ct hasic study
faclor apparently violated Se~tion 36.153.

C. Lack of Documentation and Other Apparent Errors
18. Apparent Viola lion So. 4: Ooe element of a reliable

accounting system is maintaining records that support ac·
counting entries. Section 120(c) of the Communications
Act recognizes this by authorizing the Commission to have
access to and the right of inspection and examination of
"all accounts, records. and memoranda, including all docu·
ments, papers, and correspondence ... kept or required 10

be kept" by the BellSouth ~arriers." Section 210(c) also
places "[tlhe burden of proof to justify every accounting
~ntry questioned by Ihe Commission on Ihe person
making, authorizing. or requiring such entry' s In
addition. Section 32.12(b) of our rules requires the
BellSouth carriers to keep their accounting records "with
sufficient p~nicularity to show fully the facts penaining to
all accounting entries" and to file "ltlhe detail records in
such manner as to be readily accessible for examination"
by Commission representatives.'·

19. The independent auditor found twentv-two instances
where revenue. cost. basic study or tax adj·ustments. ea~h
involving in excess of $100,000 in costs or revenues. were
unsupported by adequate documentation: South Cenlral
Bell in Alabama could not provide adequate documenta­
tion to suppon three adjustments.

South Central Bell in Kentucky ~ould not provide
suppOrt documentation for one adjustment

South Central Bell in Louisiana could nOI provide
suppOrt documentation for IwO adjuslments

South Central Bell in Mississippi could OUt prOVide
suppon documentation for two adjustments

South Central Bell in Tennessee was unable to pro­
vide suppOrt documentation for two adjustments

Southern Bell in Florida could not prOVIde suppOrt
documentation for two adjustments.

Southern Bell in Georgia could nOI provide suppon
documentation for four adjustments.

Southern Bell in North Carolina could not prOVide
suppOrt documentation for two adjustments

Southern Bell in South Carolina could not proslde
suppOrt documentation for four adjustments'-

;~ October J~ LCller, 31 BellSoUlh Attachmenl
.u Adjustmen.ts Reporl at ..li.
dS 47 US.C §220(c).

fd.
~~ ~7 C.F .R. §32.12(b).

AdjUJlmenz Rtpon at .15--UI.
., fd. at -Ill

!Il. In all twenty-cwo cases. lJellSouth admits Ihal it
<:ould not locate Ih~ supponing documentation." W~ tenta­
tl\cly find that 1l~IISoulh's admitted docum~ntall'on fail­
ures would suppon a conclusion that RellSoulh fails to
keep its accounts. records. and memoranda a, prcscnbed
h~ Ihe Commission.

! 1. Apparent Vlolalion So. 5: The 800 Readvhne ,CIVICe
was an AT&T 800 service that terminated o~'er the <:us­
tomer's local exchange service line rather than lWer a
de,licated WATS-I~pe line. The independenl auditor h)und
that in Alabama. when reponing an 800 Readyline accrual
adJustm~nt to NECA. BellSouth reported an in<:rea'c In
revenues instead of Ihe decrease which actually occurred
The error resulted in BellSouth's overstating liS CL rCv­
enues for Sepcember 1988 hy $33~,000" BellSouth admits
thIS error and explains that an input of $\69.000 ""'as
inadvenently made with the wron~ sign resulting in the
$338.000 overstatement of revenue. 0 We find that in this
inslance. BellSoulh's internal accounting controls were ap­
parently deficient

2: Apparenl VlOlaClolI .Vo. 6. The independent audilor
found that South Central Bell inducted presubscriplion
re,cnues for Ihe predesignaCton of inlcrexchange carricrs
lIXCs) by end users in Account 5081. End user revenue. in
apparent violation of section 32.5081 of lhe Commission's
rules H This overslated BeliSoulh's CL re'enues and under­
stated its traffic sensitive revenues for Januarv 1988
through March \9S9 by $999,000S2 •

23 We quote Section 32.5081 in its entirety:

D2.5081 End user revenue. This account shall con­
rain the federally tariffed monthly nat rale <:harge
assessed upon end users.S3

We find no suppon here for BellSouth's inclUSIon of these
res-enues in Account 5081, and its ~ventual assignmenr of
these revenues to the CL pool. Under the Commisslon's
rules. Account 508l contains revenue generated 1» lhe
federally tariffed nat monthly rate charge assessed upon
end users. Account 5081 does not include additional
amounts. like presubscription revenues. even though they
are tanffed amounts charged to end users Presuhscriptlon
resenues pertaIn to the switched message loll sersice. and
camers must include them in Accounl 5082, SWil~hed

acce" revenues' .. hich is assigned to the traffic 'fnlllive
clement as miscellaneous service revenues. Thus. appar·
ently. BellSouth not only reported these revenues to Ihe
wrong NECA pool. but also recorded them in the .. rang
al..:count

2J The ahose errors suggest Ihat AellSouth', Inlernal
Sdr."l)I, apparcntls failed to function properly In multiple
Instances. As a re~ul( of \uch errors. it rna\' be nccessar .... 10
require adjustments to BellSouth's price 'cap indexes ~nL1

4dJU,Stmf'r'lU Reporl at ~7
10 fa
\1 la
~.: OC/ober' ~ Lcufr. al BellSouth Attachment
II -1- C.F R §.1250"1

'-(FR§32~11~2
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tak.e other remedial action depending upon our reView elf
the additional informalion \lie have direcred BelISoulh [0

submit.
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Attachment 8

-
BBLLSOOTH - Summary of Apparent Violation.

INTIRSTATB RBVBNVB RIQOIRBMBKT
OVBRSTATBNBNT FOR THB AUDIT PBRIOD (See Note)

($0001

COIDUS8ION
FINDING CAUIBR TOTAL

COIOCOH
LIMB

OTBD
INTBRSTATB

ACCBSS BLDmNTS
c •••••••••••••••••••••a.==z:c ••••••••••=c.====.=······ •••••=:=: ••••••• :.=:.: ••

1- Included amounts BellSouth 4,836 2,661 2,175- in excess of
minimum bank
balances in
computing CWC.

'- 2, Used direct BellSouth 0 (13,300) 13,300
assignment of IO!T
where not allowed.

3. Used incorrect BellSouth 1,025 854 171- basic study for
C&WF Category 2.

4. Numerous unsupported BellSouth Unknown
retroactive adjust·
ments.

5. Errors in reporting BellSouth (3381 (338 ) 0
800 readyline
service revenues.

- 6, Erroneously reported BellSouth 0 (999) 999
PICC revenues to
common line.

- Note ,Overstated expenses are indicated by positive amounts.
Understated expenses are indicated by negative (parentheses I amounts.
overstated revenues are indicated by negative (parentheses) amounts.
Understated revenues are indicated by positive amounts.

-

--
-
-
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.... In the Matter of

The BeIlSouth Tdephone
Operating Companies

Federlll Communications Commission

B~rorc lh~

F~deralCommuniulions Commission
W:oIShinjtlon. D.C. 20554

AAD No. 93-148

FCC 96-·HZ

CONSENT DECREE ORDER

-
......

Adopted: October IS, 1996

By the Commission:

Released: November I, 1996

-

.....

-

-
-

-
--

I. At the direction of the Commission. the National Exchange Carrier
Association. Inc. ("NECA") hired Ernst and Young to conduct an independent audit of carrier­
reported adjuslments to the common line revenue pool for 1988 and the first quarter of 1989.
On December 9. 1991. NECA submitted to the Commission Ernst and Young's report
l"Adjustments Report"). I

2. The independent auditor reported nwnerous apparent violations of the
Commission's rules committed by the Bell Operating Companies, including BellSouth
Telecommunications, Inc. ("BeIlSouth").~ These apparent violations generally involve failures
to keep accounts, memoranda and records in the manner prescribed by the Commission.

3. On March 3. 1995. the Commission released an Order 10 Show Cause)
directing BellSouth to show cause why the Commission should not: (I) issue a Notice of
Apparent Liability for Forfeiture for apparent violation of Section 220(d) of the Communications
Act of 1934. as amended;4 (2) require BellSouth to adjust its price cap indexes; and (3) require
BellSouth to improve its internal processes to bring them into compliance with Commission rules

I lettcr 10 Robert A. McArton from Donna Searcy. g FCC Red 1315 (\ 993).

, On January I, 1992, Ihc formcr BellSoulh operating companies, Soulhem Bell Telephone and Telegraph
Co. and Soulh Central Bcll Telephone Co., were merged int'J BcllSouth Telccommunications, Inc.

I BellSouth Telccommunications.lnc., Order to Shaw Cause. 10 FCC Red 5637 (1995) (Order to Shaw
Cause).

, 47 U.S.c. § 220(d).

14803



-

and orders.

Federal Communications Commission FCC 96-412

-
-
.....

-
-

-
-
-

-

4. On May 2, 1995, BellSouth responded to the Commission's Order to Show
Cause and contested and denied each of the NECA audit report findings listed in the
Commission's Order. By public notice dated June 20, 1995, the Common Carrier Bureau invited
public comment on BellSouth's response.' Only MCI Telecommunications Corporation filed
commcr.t3, .....d BellSouth replied on September II, 1995.

5. This Commission and BellSouth have reached an agreement with respect
to these audit findings. The terms and conditions of this agreement are contained in the attached
Consent Decree.

6. We have reviewed the terms of the Consent Decree and evaluated the
circumstances of the case. We believe the public interest would be served by approving the
Consent Decree, the terms of which are incorporated herein by reference.

7. Accordingly, IT IS ORDERED, pursuant to Sections 4(i) and 4(j) of the
Communications Act of 1934, as amended, 47 U.S.c. §§ l54(i) and 0), that the Consent Decree,
incorporated by reference herein and attached to this Order, IS HEREBY ADOPTED, and the
Secretary shall sign such Consent Decree on behalf of the Commission.

8. IT IS FURTHER ORDERED that this Order is effective upon execution
of the Consent Decree by all parties to the Agreement.

9. IT IS FURTHER ORDERED that proceedings under the March 3, 1995
Order to Show Cause, 10 FCC Rcd 5637, ARE HEREBY TERMINATED.

FEDERAL COtvlMUNICATIONS COMMISSION

William F. Caton
Acting Secretary

, Commission Sets Pleading Schedule In Show Cause Proceedings, Public No/ice, 10 FCC Rcd 10939
(1995).

14804



'...

-
,-

In the Maner of

Federal Communications Commission

Before the
Federal Communications Commission

Washington. D.C. 20554

FCC 96-412

-
The BcllSouth Telephone
Operating Companies

AAD No. 93-148

-
­•
•......

-

-
.-

-

-
I

....l.

CONSENT DECREE

1. This is a Consent Decree entered into by the Federal Communications
Commission ("Commission") and BellSouth Telecommunications, Inc. ("BellSouth")
(collectively referred to herein as the "Parties").'

2. The common line revenue pool is administered by the National
Exchange Carrier Association, Inc. ("NECA") and allows incumbent local exchange carriers
("LECs") to participate in a tariff filed by NECA that establishes uniform access rates on a
nation-wide basis for all participants. Monthly distributions from the pool are computed using
monthly revenue, expense and investment figures reported by the participating LECs. Initially
the figures are only estimates, but in later months the incumbent LECs J.djust them to actual
monthly figures. At the direction of the Commission, NECA hired Ernst and Young to
conduct an independent audit of carrier-reported adjustments !o the common line revenue pool
for 1988 and the first quarter of 1989. The Ernst and Young audit report ("Adjustments
Report") included numerous audit findings against the Bell Operating Companies, including
BellSouth, concerning apparent rule violations and misconduct. These findings generally
involve failures to keep accounts, memoranda and records in the manner prescribed by the
Commission.

3. On March 3, 1995, the Commission released an Order 10 Show Cause
directing BellSouth to respond to certain of the findings in the Adjustments Report.' On May
2, 1995, BellSouth responded to the Commission's Order to Show Cause and contested and
denied each of the Adjustments Report findings listed in the Commission's Order. By public
notice dated June 20, 1995, the Common Carrier Bureau invited public comment on

I On January I. 1992, the fonner BellSouth operatin3 companies. Southern Bell Telephone and Telegraph Co.
and South Central Bell Telephone Co., were merged into BellSouth Telecommunications, Inc.

, BellSouth Telecommunications, Inc., Orderlo Show Calise. 10 FCC Red 5,,37 (1995) (Orderto 5ho..... Calise).
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IkllSouth's n:sponsc.' Only MCI Communications Corporation likd comments. <Ind
BdlSoulh r~'plied on September II. I<)<)5 The positions of the parties to this wnsent decree
arc: as follows:

(a) The CommissIOn found that BdlSouth's actions appear 10 be
inconsistent with its statutory obligation to maintain its accounts.
records. and memoranda as prescribed by the Commission. Generally.
the Commission found that BdlSouth had apparently misstated or
miscalculated interstate costs and revenues from January 1998 lhrough
March 1989. The Commission's specific findings included:

-
(il The Commission found that BellSouth's calculation of Cash

Working Capilal apparently violated Commission rules.
improperly using average daily cash balances instead of required
minimum bank balances.

-

-

-
-
-

(ii) The Commission found appatent violations of its rules because
BellSouth failed to separate correctly its investment in
information origination/termination equipment costs in apparent
violation of Part 36 of the Commission's rules.~

(iii) The Commission found a number of other apparent violations of
its rules. including BdlSouth's failure to provide adequate
docwnentation to suppon nwnerous revenue and cost
adjustments. and its improper inclusion of presubscription
revenUes for the predesignation of interexchange carriers in
Account 5081. End user revenue. The independent auditor also
noted that a BeIlSouth operating company incorrectly reported an
accrual adjustment to NECA resulting in overstatement of
common line revenues which would apparently violate Section
69.605 of our rules.~

(b) BeIlSouth responded to the Order 10 Show Cause contesting liability on
all COWltS. and assening that no price cap index adjustment was

Commission ~s Pleading Schedule In Show Cause Proceedings. Public Notice. 10 FCC Rcd 10939 (1995).

• 47 C.F.R. Pan 36.

47 C.F.R. § 69605.
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appropriate: or lawful." IkIlS,'uth Cllnle:S!s all lindings in the
Adjuslmcnls Repon ;IIlJ Ihe: Cummission's Order /() .....·how (·wm:. \1n the:
lollowing grounds:

(il Due: to ib t:flicient cash management practices. its average daily
cash balance was. in fact. the minimum bank balance that
BeliSouth could maintain and still operate its business.
BellSouth also contends that its average daily cash balance
repres.::nted investor supplied funds that were used and useful in
the operation of its business. and that BellSouth was legally
entitled to include such amounts in its rale base. BellSouth also
argues that it had followed a uniform practice of including its
average daily cash balance in its rate base since 1977.7

(ii) BellSouth used dirt'ct assignment in good faith and in reliance on
the Commission's stated policy of favoring direct assignment
whenever possible. BellSouth argues that the information
originationltermina1ion equipment in question was directly
associated with the provision of special access service. and direct
assignment represented a more cost-causative approach than
allocation of a portion of these costs to common line.'

(iii) During the transition from Part 67 to Part 36 separations rules,
an input error occurred that affected the separations factors for
cable and wire facilities in the states of Alabama. Louisiana and
Mississippi. As a result, the interstate revenue requirement was
overstated by approximately $1 million and the intrastate revenue
requirement was understated by the same amount. BellSouth
contends that the impact of the error ceased with the introduction
of a new basic factor for these three states on July I, 1990 and
that the error did not affect BellSouth' s initial price cap indexes."

(iv) The independent auditor identified 22 instances in which it

• BellSouth Response to Order to Show Cause. filed herein May 2. 1995: BellSoulh Reply Comments. filed
herein September II. 1995.

7 BellSouth Response to Order 10 Show Cause. at 6-16.

• Id at 16-26.

• Id a126-31
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(v)

concluded that BellSouth provided inadequate uOl:umt:ntation
and, based on this, the Order to Show ('ause tentatively found
that BellSouth failed to maintain auequatt: controls to comply
with Pan 32. BellSouth states that the indept:ndent auditor
reviewed over 3,000 adjustments to the common line pool.
BellSouth also states that there was no suggestion by the auditor
that the entries in question were erroneous: these were
documentation issues only and the items cited as documentation
errors were extremely minor and in many cases BellSouth has no
business reason to maintain formal documentation for the
panicular types of transactions in question. 'o

A human error occurred in which a $169,000 accrual adjustment
was reported with the ~Tong sign, resulting in BellSouth
overstating common line revenue in September, 1988 by
$338,000. BellSouth therefore under-recovered from the
common line pool in this amount. The Order to Show Cause
cites this error as an example of allegedly deficient internal
controls. BellSouth asserts that this was a case of simple human
error that did not recur and had no impact on BellSouth's initial
price cap indexes.

-

(vi) BellSouth states that the rules for the treatment of
presubscription revenues for the predesignation of interexchange
carriers were never clear. While BellSouth now agrees to accept
the interpretation of Ernst and Young that these revenues were
more properly associated with switching and therefore should be
excluded from common line pool reporting, BellSouth could find
no authoritative interpretation from the period under review that
specified the proper treatment of these revenues. BellSouth
asserts that the rules were ambiguous and that BellSouth made a
good faith interpretation of the rules to determine the proper
treatment of these revenues. In any event, presubscription
revenues are excluded from price caps. II

4. The Commission and BellSouth agree that the expeditious resolution of
issues raised by the Adjustments Report and the Commission's Order to Show Cause in

10 Id at 31-39.

" Id., at 43-47.
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accordance v.ith the terms of this Consent Decree is in the public interest.
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5. Accordingly. and in consideration of the agreement of the Commission
and BellSouth to conclude action on the Order to Show Cause on the terms set forth in this
Consent Decree, BellSouth agrees to act as specified below:

--
(a) BellSouth agrees to correct any past accounting and recordkeeping

deficiencies that might have caused the apparent violations set forth in
paragraph 3 of this Consent Decree;

-
(b) BellSouth agrees to establish procedures to prevent the specific apparent·

deficiencies from recurring in the future;

(c) BellSouth agrees not to include revenues from customers for the
predesignation of their primary interexchange carrier in Account 5081,
and shall instead include these revenues in Account 5082, in compliance
with the Commission's rules;l!

-
(d) BellSouth agrees to conduct an independent audit of its internal

accounting controls as specified in Attachment A of this Consent
Decree;

--

-

-
-

6. In the event BellSouth fails to comply with the requirements set forth in
paragraph 5 and Attachment A of this Consent Decree, the Commission reserves the right to
pursue legal action against BellSouth. If BellSouth complies with the terms set forth in
paragraph 5 and Attachment A of this Consent Decree, then the accounting treatments,
procedures and documentation adopted in compliance with paragraph 5 and Attachment A
shall be regarded by the Commission as presumptively reasonable and lawful. The
Commission, however, reserves its rights under law to change accounting requirements
prospectively and retroactively as long as no penalty attaches to such retroactive application.
Likewise, BellSouth shall be authorized to make changes to its accounting treatments,
procedures and documentation to implement or reflect changes in the law or rules or waivers
of the Commission's rules, and shall not thereby be in violation of any part of this Consent
Decree.

7. In light of BellSouth' s covenants and representations contained in
paragraph 5 and Attachment A of this Consent Decree, and in express reliance thereon, the
Commission has issued a fmal order formally authorizing the Secretary to execute this
Consent Decree ("Consent Decree Order") v.ithout change, addition or modification and

" See 47 C.F.R. §§ 32.5081 and 32.5082.
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without a finding of wrongdoing. violations or liability by BellSollth and further agrees nol to
begin. on the motion of the Commission or its staff. any proceeding formal or informal.
concerning matters that were the subject of the Adjustments Report. Nothing herein.
however. shall preclude the Commission from using the information underlying the findings
and observations in the Adjustments Report for other lawful regulatory purposes provided that
BellSouth shall have all opportunities afforded by law to contest that use and that information

8.
Consent Decree.

BellSouth admits the jurisdiction of the Commission to adopt this

-

-

'"-

-
-
-

9. BellSouth waives any rights it may have to judicial review. appeal or
rights otherwise to challenge or contest the validity of the Consent Decree Order. provided the
Commission adopts this Consent Decree without change. addition or modification.

10. The Parties agree not to engage in conduct inconsistent with the terms
of this Consent Decree. The Parties may comment publicly, however, on the nature of the
r~.,sent Decree. and the merits of their respective positions, after it has been adopted by the
Commission.

I L It is understood that BellSouth's agreement to this Consent Decree does
not constitute an adjudication of any factual or legal issues or an admission by BellSouth of
wrongdoing, violations or of any inconsistency between its position, on the one hand, and. on
the other hand, (i) the Communications Act of 1934, as amended, and (ii) the rules and
policies of the Commission. As a result, BellSouth shall not be precluded or estopped fmm
litigating de novo any and all of the issues subject to this Consent Decree in any forum,
except as provided herein.

12. The Parties agree that this Consent Decree and the Consent Decree
Order may not be used in any fashion by either of the Parties to this Consent Decree in any
legal proceeding except as set forth in this Consent Decree.

13. Adoption by the Commission of this Consent Decree shall conclude
action in the proceeding commenced by the Order to Show Cause, \0 FCC Red 5637, and the
Adjustments Report without a finding of wrongdoing, violations or liability on the part of
BellSouth. The Parties agree that the effectiveness of this Consent Decree is expressly
contingent upon issuance of the Consent Decree Order described herein, and compliance by
BellSouth with the terms of this Consent Decree. If this Consent Decree is not signed by
BellSouth and the Commission, or is otherwise rendered invalid by any court of competent
jurisdiction, it shall become null and void and may not become part of the record in this
proceeding.
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14. If the Commission brings an action in any court of competent
jurisdiction to enforce the terms of the Consent Decree order or the Consent Decree,
BellSouth agrees that it will not contest the validity of either the Consent Decree Order or the
Consent Decree. will waive any statutory right to contest the validity of the Con~nt Decree
Order or this Consent Decree through a trial de novo. and will consent to a judgment
incorporating the terms of this Consent Decree without change, addition or modification
provided. however, that the Commission has complied with all of its obligations under the
Consent Decree.

15. This agreement may be signed in counterparts.

FEDERAL COMMUNICATIONS COMMISSION

Acting Secretary

Signed this ~ } sf. day of October. J996

BELLSOUTH TELECOMMUNICATIONS, INC.

By:_/l---:.•.:-...:---=:;;:)...d~ _

Its u'~-e..-" ~

Signed this). '1ft.. day of October, 1996
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